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Mr. Ricuaros.’ No question about that. The BIA is a
tinder box simply waiting for a spark.4? :

Despite decades of criticism about these manifest management

. deficiencies, the BIA has failed to. take adequate measures to cor.

rect its shortcomings or to im lement the advice of its OWn experts.
For example, a 1984 Price “Paterhouse report on trust fund oper-
ations recommended that the BIA: (1) Define ‘responsibilities of
trust fund financial management officials; (2) prferpare an up-to-date
policy and procedures manual for the central office and agency of-
fices; (3) segregate the tasks of investment and management and
security custody; (4) establish an on-goin audit function; (3) imple-
ment a single trust accounting system; (6) implement an improved
system for tracking ex income; (7) implement a deposit re-
porting service; (8) m ify cash deposit dprocedures by establishing
more local depositories; establishing fun

2 major commercial bank; and, using a balance reporting service
with a major commercial bank: and (9) consider a shift of BIA dis-

bursement activities to a commercial bank.%

That Price:Waterhouse rgiort_, more than any other; gaige upper
asis

level BIA“management. the for considering a financial serv-
ices contract wit ‘@ major commercial bank. Ironically, few of the
Price Waterhouse recommendations have actually been implement.
ed by"the BIA. Instead of correcting its own management and ac-
counting problems, BIA seized upon the Price Waterhouse recom-
mendanons—particularly establishing fund concentration accounts
in a major commercial bank; using a balance redponinz service with
a4 major commercial bank; and, shifting BIA disbursement activi-
ties to a commercial bank—as gustificanon for attempting to pri-
vatize financjal management of the Indian trust funds. - tween
1987-and::1989,. the Bureay -of Indian  Affairs spent enormous
amounts ‘of  time, energy, and taxpayer money attempting—inap-
propriately ‘and unsuccessfully—to transfer the Indian trust fund
financial'management to the private sector, - - - — o ¢

_The:attraction of privatization among Bureau headquarters per-

: sonnel was heightened by ! report issued by Arthur Andersen in

December 1985, Summarizing responses from private industry
(banks, investment and accountin firms) to a Bureau request for
information [RFI).** When more than 100 res&nss came in from
the RFI, it reinforced the Bureau managers’ belief that there was
Further, the Bureau's managers assumed that there were account.
Ing and management systems—hardware and soﬁ:ware-—already
available on the market to meet BIA's highly specialized needs.
With respect to the Security Pacific National Bank contract, dis-
cussed “in detail below, both of these assumptions were proven
wrong.

These assumptions about the private sector supported the al-
ready strong belief by then-Assistant Secretary for Indian Affairs
—_—

A e 4 L A of ibe Incan Trust Funds for the Bureau of Indi
A T Vs ST e 22,1384 Tt Funs o the Bureau of i

“Federal notice. Apr.15, 1wis,
B Apr. 24, 1940, hearing at 13-13, Sept. 28, 1960, Nearing at 62-63,

concentration accounts in

significant private sector interest in the BIA trust-fund program. -
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Ross Swimmer that privatization of financial management was the
answer to most of the Bureau's longstanding trust fund problems.
Swimmer's ?la.n‘ called- for a commercial bank to take over the
processing of cash receipts.:through the use of lockbox services and

. to use an accounts receivable system-*¢ for trust income that would

feed the lockboxes, and: disbursements, investment and trust ac-
counting for the trust fund. In Se%tember 1986, BIA awarded a con-
tract for these services to Mellon Bank of Pittsburgh, PA. »
Many tribes and beneficiaries objected to the Mellon Bank con-
tract, Secause tribal representatives were not consulted in the de-
velopment of the contract.’? Moreover, the banking and investment
community objected to the lack of open competition for the con-

tract (only six banks with lockbox contracts already in place with -

the Treasury were even allowed to bid). Finally, serious legal ques-
tions were raised about the Bureau's authority to delegate inher-
ently governmental functions such as collection, disbursement, and
investment to a third party, and over certain privacy act require-
ments.?® As a result of these questions and concerns, in April 1987,
the Mellon Bank agreement was terminated.

Concerned that the Bureau's efforts to execute a financial serv-
ices contract with a private commercial bank might result in the
BIA merely passing off a set of unbalanced books to another party,
Congress adc?ed a proviso to the fiscal year 1987 Supplemental A
pr%priations Act prohibiting the Bureau from transferring funds
under contract to any private institution until Indian trust fund ac-
counts were audited and reconciled. Subsequently, the fiscal year
1988 Interior and related agencies a Kogréations conference report
included language that prohibited m contracting out trust

fund services until an accounting of the funds had been provided to

the tribe(s) involved, the proposed contractual agreements had been
submitted to and approved by the appropriations committees, and
the Bureau had adequately consuited with the affected tribes.
Indeed, the 1987 Supplemental Appropriations Act conference
report contained only the first of six successive congressional direc-

tives regarding the BIA's responsibility to audit and reconcile all

Indian trust fund accounts: L -
———=*-%-%nsne of the funds in this Act shall be used by the
Bureau of Indian Affairs to transfer funds under a con-
* tract with any third party for the management of tribal or
individual Indian trust funds until the funds held in trust
for such tribe or individual have been audited and recon-
ciled, and the tribe or individual has been provided with
an accounting of such funds, and the appropriate commit-
tees of Congress and the tribes have been consulted with
as to the terms of the proposed contract or agreement.’?

B I:. Uader the original contract. the accounts receivable sysem was 10 be developed later by

¥ Oct 28, 1989, hearing at 49 to 1.

. *Statement of George Tallchief. principal chief of the Osage Tribe and dent of the Na-
tional Tribal Chairmen's Associstion. Oct. 26, 1989, hesring at 47-32; Ses also: additional infor-
mation supplied for the record, Oct. 26. 1889, at §1-94.

» j w 100-202. Dec. 22. 19&7. Ses aiso: Public Law 100-446, Sept. 27, 1958, House
Raport 100-862 ‘conference commitweet Public Law 101-121, Oct. 23, 1889. House Report 101-121
iconference commitieel Public Law if11-312. Nov. 5. 1930, House g‘wﬂ 101729 (conference
commiusel Public law 102-154, Nov. 13, 1991, House Report 102- iconferencs commitieel.
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all. Other tribes have established corporate entities to acquire and
consolidate fractional interests from heirs. _

Based on the recent findings of Arthur Andersen, information
contained in previous audit reports, and the expressed concerns of
the Inter-Tribal Monitoring Association, the committee believes it
reasonable to be concerned about the accuracy of BIA's ownership
records.” Today, BIA is spending a great deal of taxpayer money
and other resources administering and maintaining tens of thou-
sands of minuscule ownership interests and maintaining thousands
of ITM trust fund accounts with little or no activity, and with bal-
ances less than $50. '

As previously noted by GAO, the Bureau currently records some
fractionated ownership interests in reservation lands to the 42d
decimal point.™ At the same time, Arthur Andersen found that the
legal allotment ownership records of the Bureau are inconsistent
with the records the BIA's Office of Trust Fund Management uses
to caleulate distributions of income and significant efforts are
needed to bring the legal ownership records up to date.* However,
until additional work is completed to determine the magnitude of
the land ownership problems and their impact on financial man-
agement. of the Indian trust fund, it is not clear what impact this
deficiency may have for trust fund account holders. But, it is clear
that the iroblems presented by land ownership information record-
.ing may have a significant impact on overall Indian trust fund fi-
nancial management. Accordingly, these problems must be ad-
dressed carefully and thoroughly by the Bureau, tribes, and Con-
gress fxxfn é:rafting a comprehensive reform package for the Indian
trust .

[PATLED ATTEMPT, TO PRIVATIZE THE INDIAN TRUST FUND

Over thepastlo -ears, longstanding and recurring probiems and -

deficiencies in BIA’s management of the Indian trust have been
identified :{ the Department of the Interior’s inspector general,
the General Accounting Office,” independent public accountants,

of 2
percant or less in 8 tract would be transferred to the respective tribe upon as owner's death.
duin;msfcnqdw;hndmdcut'shchm:rusfuc(mmunhou-ibcisn

ferred t0 a3 “eschestment.”

" Arhur Andersen & Co. “Bureau of Indian Affairs, Trust Funds Reconciliation Project
ﬁovmx'in Presentation.” Jan. 28, 1992 at 19 and 25 tdocument available in subcommitiee of

o,

w Budget of the United States Government. Fiscal Year 1¥92." pant IV, a1 769. estimated
that over 550 million would be spent on performancs of trust fund responsibilities. According w0
Lh;ogornnnt of the Interior’s justification o W ?pmriaum fiscal year 1993, an ad-
diti 40 full employees are requestad for the Office of Trust Management w “enhance man-
::nmn oversight. improve kwonz;tm&_ ‘l.l‘dliﬂmt i;wieu and establish f. “;dn of audit

sHTams sxperts W work on iden ong-range improvements 10 trust operations.
nsiems and clientale services st 8 cost of $2.260.000."

* That is. 0.000000000000000000000000000000000000000001. Ses also: U.S. General Accounti
Office: “Indian PTM Profile of Land Ownership st 12 Resarvations.” GAO/RCED-92-96B!
Feh 10, 1952 st 1 20. One 320-acre tract at the Standing Rock reservation has 542 owners
including 331 individual Indians and 11 tribal or sther owners. Five hundred and twenty-three
of these Indian hmmzpmatorlmiathcml.mhaddaquivdntdz'm
smallest ownership intarest in that tract is smaller the dimensions of this page [0.35
square fest or 7.} inches by 7.1 inches)

®Arbur Andersen & “Bureau of Indian Affairs. Trust Funds Reconciliation Project
Overview Presentation.” Jaa. 28, 1992 at 19, 25, and 26 document available in subcommitiee

cifices).
»Statament of JefTrey C. Steinhofl, US. General Amtbﬂ&ﬂ!«. Director of Civil Audizs
Accounting and Financial Management Division. May 20, 1991, hearing at 6.
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and congressional reviews. At the top of the list of those problems
has been not only trust fund accounting. but the complete absence
?f_ any kind of financial accounting by the Bureau of Indian Af-
airs. :

as possibie. Toward that end, a new request for proposals ¥* was ad-
vertised on February 18, 1988, However, only 1wo bids were re-

. ceived. BIA concluded that the Security Pacific had submitted the_

best offer and it was awarded the contract.®*

At the same time as BIA was evaluating these bids, it was com-
pleting an Office of Management and Budget A-76 cost comparison
study.” In July 1988, Assistant Secretary for Indian Affairs Ross
Swimmer wrote tribal leaders with the results of BIA's cost com-
parison study stating that BIA had demonstrated that the cost
studies supported another effort to privatize the financial manage-
rent of the Indian Trust Fund.’® By September 18, 1988, BIA was
claiming that its cost comparison studies showed that almost $3
million could be saved over a 5-year period (about £550,000 per
year) by using a private contractor for services to strengthen inter-
nal management and administration of the Indian trust funds.’®

As result of the RFP, on September 14, 1988, BIA signed a 1-year
contract, with four yearly options, valued between 15 million and
$22 million overall, for services to strengthen internal management
and administration of the Indian trust fund. The contractor, Secu-
ritv Pacific National Bank of Los Angeles was responsible for pro-
viding financial services and its subcontractor, Computer Data Sys-
tems, Inc. [CDSI], of Rockville, MD, was responsible for providing
accounting and computer services. . .

According to the provisions of the contract, Security Pacific was
required to meet a series of timeliness standards and performance

estones marking its progress toward completion of its responsi-
bilities to the Government. In all, five tasks were identified in the
contract: Systems analysis (3 months after award); investment serv-
ices; collection and disbursement services (5 months); accountin
sen‘i&ess) 1t;\:lly operational (6 months); and, account conversion (
months).

was never delivered or developed.'®® In fact, Security Pacific's sub-
contractor, Computer Data Systems, could not even get its own
computer system and software to operate properly during the ac-
ceptance testing phase of the contract, which was originally sched-

" Letter from then-Assistant Secretary of Indian Affairs. Ross Swimmer, o tribal chairmen.
July 25, 1988, additional informaticn supplied for the record by the Buresu of Indian Affairs,
Oct. 26, 1989, hearing at 163 and 186,

= Sustament of Robert Hunter, US General Accounting Office, associate general counsel,
Oﬂ":?‘u{ G;‘non.l Counsel. Oct. 26, 1989, hearing st 9, 10. 25, and 26.

at 24.

' Oct. 26, 1989, haaring st 188

 Oct. 26, 1989, hearing at 205-206.

'™ Account conversion would have required the transfer of all tribal and ITM accounts to Se-
curity Pacific National Bank. Even though. as discumed fully above. such transfer was expremly
protubitad by lsw unless and until all tribal and 1IM accounts had been audited and reconciled
and, at that time. BIA had no plans to audit or reconcile any accounts prior 1o transferring the
ames to Security Pacific National Bank for sccount conversion.

' Numerous cies. see: Oct 26, 1989, hesring st 417, Apr. 24, 1990, hearing at 13, Sept. 28,
1990. hearing at 62-£3. .

After its 1987 retreat from the Mellon contract fiasco, BIA's goal
appeared to be to get another privatization effort underway. as.soon -

—However, the accounting system that the Bureau contracted for
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uled for the summer of 1989. In addition to failing to deliver the
accounting system it was to develop for the Bureau. Security Pacif-
ic National Bank failed to deliver any product or service required
by the contract. Pressed by the subcommittee to name the delivera-
bles '%¢ supplied by Security Pacific or its subcontractor, Computer
Data Systems, the Bureau admitted that none of the five ori inal
tasks only a plan for conversion of the trust funds accounts have
been delivered.'® -

Despite its manifest failure to obtain the benefit of -its bargain
with Security Pacific, the Bureau failed to even demand that the
contractor perform.'® Nevertheless. the Bureau continued to make
progress payments 10 Security Pacific National Bank on invoices
submitted monthly for undefined and unmeasured services.®!

“The contract and contracting process failures had begun almost
immediately. For example, during the contract evaluation process
that preceded the award of the contract o Security Pacific, the bid-
ders had been required to successfully perform an operational capa-
bilities demonstration. The purpose of the demonstration was to
provide bidders an opportunity to display the functionality, effi-
ciency, and technical merit of the proposed system and services in
meeting the mandatory requirements of the request for proposal.
Security Pacific and the unsuccessful bidder were advised that, in
addition to meeting the other mandatory requirements, the demon-
stration was intended to illustrate sgeciﬁc capabilities of the pro-

software. The operational capa ilities demonstration was not
intended to serve as a basis for marketing presentations. Since only
two bids were received, and one was considered inadequate, only
Security Pacific- National Bank performed the operational capabili-
ties demonstration.

At the subcommittee’s request, GAO performed an analysis of
the operational capabilities demonstration performed by Security
Pacific National Bank and its subcontractor, Computer Data Serv-
jces. GAO asked two questions about the demonstration: First
what was the substance of the operational capabilities demonstra

tion; and second, did the contractor's system clearly demonstrate - -~

the mandatory capabilities during the operational capabilities dem-
onstration.!® Results of GAO's analysis revealed that only 50 per
cent of the tasks identified for testing during the o rational capa
bilities demonstration were performed; a third of the tasks did not
demonstrate what they were designed to show; and no criteria for
evaluation were specified for 11 of 76 tasks completed. GAO also
discovered that 14 irregularities were observed during the oper

wApr, 24, 1990, hearing st 12 13. and 23, see also: sdditional information supplied for the

at 28.

@ Apr. 24, 1990, bearing st 23-24. 26. Account conversion would have required the transfer d
all triba) and IIM sccounis W0 Securit Pacific National Bank. Even though. as discussed fullt
above, such transfer that was ez y prohibited by law unless and until all wibal snd 1IN
MBBMMI?ﬁM and reconciled and, at that time. BIA had no plans to sudit or recos
cile any accounts prier transferring the assets to Security Pacific Nationa! Bank for accous

conversion.
" Oct. 26. 1989, baaring at 416-317, Apr. 24. 1990, hearing st 62-63.
 ppr. 24, 1990, hearing at 29

4, . . .
WS General Ae:aun;insgm“ opinion_leter. B-235644, Aug. % 1529. See also: Suw

ment of Robert Hunter, US. eral A ¢ Office. gene 1, Oct. 26, 1494
hearing at %: and US. Genersl Acsounting Offics. “Policy and Procedures Manual for Guidans
of Feders) Agencies.” title 2. appendix 11} requirements. chapter 4.
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ational capabilities demonstration. Considering the results of this
demonstration of software performance and development, it is not
surprising that Security Pacific’s subcontractor, Computer Data
Systems, was unable to deliver a software package for accounting
service for the trust fund. ,

During the first 6 months of the contract, September 14, ‘1988,
through March 30, 1989, Security Pacific National Bank was to de-
velop and implement an investment system. Even though no con-
tracted deliverables were supplied, Security Pacific National Bank
was paid $330,000 for this segment of the contract. For reasons that
BIA could not adequately explain under subcommittee questioning,
no demand letter was sent to Security Pacific National Bank de-
manding performance during this first 6-month segment or at any
other-time.'®® .

During the next 6-month segment, April through October 1989,
Security Pacific completed no tasks in fulfillment of the contract
and provided no deliverables. During this time, the contract re-
quired Security Pacific to provide maintenance and operation of
the implemented accounting system, account custodial services for
the individual Indian mone%‘accounts and tribal accounts, and in-.
vestment services for BIA. The original cost for this ent of the
contract was $300,000 for support services, $298,586 for custodial
services, $720,000 for investment services, and $190,800 for other
accounts for a total of $1,509,396. :

According to the subcommittee’s review, the total cost of the first
vear for both segments of the Security Pacific National Bank con-
tract could have been $1,839,396, had the Security Pacific National
Bank contract been fully implemented. Accordin, to BIA testimony
at the subcommittee's April 24, 1990, hearing, the Security Pacific
contract could have cost the BIA more than $3 million a year,1®
BIA eventually paid Security Pacific $934,512, but according to the
Assistant Secretary for Indian Affairs, did not obtain any nefits
for the Government.!}! While BIA continued to assert that some de-
liverables were received, the testimony and -evidence suggests that
_ little of value resulted from this million-dollar expenditure. 33

Indeed, trying to pin down the BIA on matters pertaining to the
Security Pacific National Bank contract was difficult for the sub-
committee. Consider this exchange between the rankin, minority
member of the subcommittee and Mr. George Gover, then-Acting
Ji')gxsgctor of the Office of Trust Fund Management, on April 24,

Mr. CUNGER. What deliverables were to be provided by
&Secu;’ity Pacific National Bank under the original con-

act/’ :

Mr. Gover The contract was to provide the collection,
the accounting, investment and disbursement of trust
funds. It was to provide a tribal and a trust fund manage-
ment system, an integrated system for how we go about

managing those funds.

wOct. 25, 1989, hearing at 417, and Sept. 25, 1990. hearing ot 63.

W ATy 24,1990, hearing at 14.

" Apr. 24, 1990, hearing st 24~-27. .

1159e for vzample: Oct 26, 1389, hearing at 417, and Sept. 285, 1990, hearing st 63 and 69,
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Mr. Cuinger. When was that work to have been com-
pleted under the original contract?

Mr. Gover. Under the original contract, within the first
6 months.

Mr. CuNncer. Was any of that accomplished?

Mr. Gover. Nosir® * ¢ :

Mr. CLingeER. What was the cost for the original contract
Mr. Gover. The original cost—the original payment was
$330,000 for the first 6 months * * *

Mr. CLincer. What did we get for that?

Mr. Gover. The $330,000 was for developmental cost
paid to the contractor for the development of their base
system.

Mr. CLINGER. But basically we really didn't get anything
for that money, did we?

Mr. Gover. Nothing tangible because this is a service
contract. Under a service contract, you don't receive any-
thing tangible. It is like—if I can use the expression, if you
buy an airplane ticket from here to Los Angeles, you don't
buy the plane, you just buy the ride. :

Mr. Cuvcer. I think we got taken for a ride, but I am
not sure that we [got anything elre.] [Laughter.}!$?

BIA’s rationale for neglecting to demand full performance was that
there was no need to send a letter because the requirements gck-
age for services to be performed under the contract were still being
developed by BIA. 3%

BIA paid Security Pacific National Bank for the first 1-year

period, even though few, if any, deliverables were provided; no.in- - --

vestment system was implemented; -the -accounting services were
_ custodial services were
provided for the individual Indian money {IIM] accounts; and no
support services were provided.!!®

rom September 14, 1388, until April 1990, there were continual
problems and delays in developing, testing, and implementing the
computerized accounting system being developed by Computer
Data Services.!'* The plan was to run the new system in parallel
with the existing BIA systems to compare the outputs. If the re-
sultg of this operation were satisfactory, the system would be in-
stalled as the newly developed computerized accounting system.
However, during the second day of acceptance testing of the auto-
mated accounting system, the subcontractor, Computer Data Serv-
ices, requested that the acceptance test be terminated.'’’ Stated
simply, Computer Data Services could not get its computer system

18 Ape. U, 1990, hearing at 14-5.

'“O: 28, 1969, bearing st ¢31. .

'8 Sept. 25, 1990, hearing st 62

" QOct. 26, 1990, hanring st §20-432, Apr. 24. 1990, hearing at 13.
17 Oct. 26, 1989, hearing at ¢15-416. .

e e




33
to do what théy said it could—to provide accounting services sup-

port.

As of April 24, 1990, Computer Data Services was unable to de-
velop, test, and implement the computerized accounting services
system for the Indian trust fund. Yet even at this late date, Securi-
tv Pacific National Bank had not been put on notice for nonper-
formance. Instead, BIA suspended the gecurity Pacific National
Eank contract shortly before the subcommittee’s April 24, 1890,

earing: '

Mr. SYNAR. During the last hearing, Dr. Brown, BIA wit-
nesses indicated that no demand letters had been sent to
the contractor for nonperformance because the Bureau
was working closely with them to try to get the program
up and running. )

Isn't it true, Dr. Brown, that one reason we haven't sent
any demand letters is because 18 months after the con-
tract was awarded, the Bureau still * * * doesn't know -
what its final requirements are and that, in fact, the BIA
was discussing provisions with Security Pacific as recently
as late March [1990), just days before you put this whole
contract on hold?

Mr. Eppie Brown. That is correct, sir.

Mr. SyNAR. So even if you didn't have the constraints
imposed by the appropriations requirement (transferring
funds to the contractor]), Dr. Brown, in order to first audit
and reconcile the accounts, you still wouldn't be ready to
go, would you? :
~ Mr. Eppiz BRowN. At this point in time, it is my opin-
ion—no sir. . ,

Mr. Synaz. Isn't it true also, Dr. Brown, that if you
hadn’t put the contract on hold because of the auditing re-
?uirement. you would have probably had to make even
urther modifications to the contract?

Mr. Eppiz BrowN. Yes, sir.38 . ‘

.. BIA finally terminated the Security Pacific contract on Septem-
ber 30, 1990. However, the Bureau was hesitant to admit that it

has failed:

Mr. SynNar. Did the Bureau get what it paid for in the
$934,512, Mr. Gover?

Mr. GovERr. According to the terms of the contract, yes.

Mr. SYNAR. Excuse me? _

Mr. Gover. According to the terms of the contract, we
did get what we paid for? ,

. SYNAR. Did the Security Pacific [National Bank] im-

plement the collection?

Mr. Gover. No, sir. :

Mr. SYNAR. Accounting?

Mr. Govzr. No, sir. .

Mr. Synar. Investment, and disbursement services for
the trust fund, or the tribal, or trust fund management?

WApr, 24, 1990, hearing at 28.
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